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Preface to 
first edition 


I began this book in the hope that the lessons I have learned, 
painfully, over the past few years may, be passed on to similar HR 
travellers. It is intended as a practical handbook, for dipping into 
at will, when considering a particular people challenge in support¬ 
ing internationalization initiatives, or when examining such issues 
in an educational setting. The offering is decidedly practical, with 
an emphasis on passing on experience and some models and 
processes which 1 have found helpful in a variety of settings. They 
owe much to friends and colleagues with whom! have coflaborat- 

over a lof of years. I thank them all for sharing these riches. 

Vnareb iOnlsilre, done insufficient Justice to all those scholars 
who have explored conceptually, approaches to motivating and 
leading people as part of business expansion around the world. 
However, where l have encountered writings which I have found 
constructively influential, I have made reference to them at vari¬ 
ous stages as the narrative develops. In the main, however, I have 
simply shared conclusions based on facing up to the threats and 
opportunities of playing the international game. I thought I 
should capture these in a systematic text, before they evaporate 
from my recollection. 

I hope the result of my endeavours will be of practical bene¬ 
fit to the reader. It is my wish that you also may experience 
some of the colour, and pleasure, I have encountered, both as a 
corporate practitioner of the HR art form, and as a researcher 
and adviser to corporations as a strategic partner on the out¬ 
side. Perhaps you will let me have your views; you can visit me 
at www.srrc.com. The journey starts here . . . 

Stephen J Perkins 
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Globalization - The People Dimension 
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The need for cross-cultural tolerance is critical not only between the 
partners to establishment of an alliance or joint venture organization. 
There is an additional dimension. That is for the culture which develops 
naturally, with its associated allegiances and value sets, within the part¬ 
nership formation itself. Even the most inter-culturally adept business 
leaders sometimes forget that, in deploying often their best people to set 
up and lead collaborative ventures outside the parent company, these 
people will take on a new team culture. The parent may find it must tol¬ 
erate decisions and behaviour from its offspring which traditionally has 
been interpreted as the representative group ‘going native’ on the project. 

Assessed over the long term, all parties to the venture may see their 
investment returns enhanced by allowing this freedom to their respective 
teams, who will be close to the context and customer setting for the con¬ 
duct of this business operation, rather than feeling the need to rein them 
in, purely in the service of individual partners' short term local organiza¬ 
tional politics. So often this is the case, however. And so often one 
observes the demise of ‘rising stars’ from businesses, deployed on a crit¬ 
ical international venture, unable to return to the fold, because their loy¬ 
alties to the firm did not ‘pass challenge’, and their value sets have 
become ‘incompatible’. 

lea, us consider an exam- 
scenario where a major infrastructure project, 

watermarks ,berian 

enmsular. 


A spiced cultural cocktail 

The partners were drawn from France, Portugal. Spain and the UK. The 
project was formed into two distinct but, at least in theory, complemen¬ 
tary strategic business units; one acting as the holding company, manag¬ 
ing the commercial contract and holding the equity; the other an 
operational unit. 

The partners were each represented on each of the organizational units 
in the top management roles. Parent business top management were also 
represented on the boards in non-executive capacities. The roles of the 
two bodies were; Holding Company — to manage the relationship with the 
financing institutions over a long-term repayment cycle, and with the 
state-owned customer over the terms of a parallel long-term supply con¬ 
tract; Operating Company — to extract the maximum efficiencies from the 
assets, and deliver under an operating contract with the holding company, 
against a sophisticated and highly lucrative supply contract, to the end 
customer. 
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Globalization - The Strategic Business Context 


A good example of an organization which recognized the imperative and 
opportunity presented by internationalization is Texas Instruments. Peter 
Stirling, the firm’s Vice-President, Human Resources, Europe, offered a 
pen-portrait at the 1994 Annual Conference of the UK’s Institute of 
Personnel and Development. 

Texas Instruments, as the name suggests, is a multinational electronics 
company headquartered in Dallas, Texas. Founded in 1930 as 
‘Geophysical Services Inc’ and providing geophysical exploration services 
to the petroleum industry using the reflection seismograph, it rapidly 
developed as a manufacturer of electronic equipment for the US forces. 
In 1951, the corporate name-change to ‘Texas Instruments’ signified the 
company’s move into mainstream electronics, and a few years later the 
invention of the integrated circuit by TI heralded the start of the 
semiconductor age. 

TI’s position as a world leader in electronics is founded on a long 
tradition of transforming leading edge technologies into useful products 
and services. Other firsts include: 


GoogiegS? 

Buy fulP 


□ the commercial pocket radio 

□ the commercial silicon transistor 
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In the late 1950s TI began expanding into international markets, and 
establishing manufacturing and trading entities outside the US. In 1994, 
the company had annual revenues of over $8bn, operations in 30 
countries worldwide, and employed some 60,000 people; less than half of 
those being US based. 

TI can immediately be recognized as a company with a strong 
pervading culture. That is to say there are a set of attitudes, values and 
beliefs that are shared widely throughout the organization. In such 
circumstances it is invariably the case that company founders are men or 
women possessing drive, charisma and a vision of ‘how things ought to be’ 
which becomes woven into the fabric of the enterprise in its formative 
years. TI is no exception. 

Not so exceptional today, but in the early 1960s a company which 
operated on first name terms, single status employment conditions, paid 
above the market, used teams to solve problems and drive improvement, 
and emphasized communication including face to face appraisal practices, 
was rather revolutionary. In moving into the international arena, TI 
exported many of its Texan values and, with other American 
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This is a major challenge for HR managers. It is one which we can grasp 
by some clear thinking, by the ability to stand by professional expertise, and 
by resolution. Or, it is one which could easily overwhelm the function. 

In order to help organizations build a systematic approach to 
developing their international business operations, there is merit in 
creating a framework against which steps along the way can be set, and 
then measured in practice. There are benefits in establishing strategic 
milestones which provide relevant markers for monitoring purposes. 
Figure 2.3 suggests one approach to doing this with the issue of 
internationalizing human resource management strategy to the fore. 


External 

Positioning 


Milestone 1: 
a company that 
delivers 

Establish a reputation 
for responsiveness 
and effectively dosing/ 
launching projects 


Milestone 2: 
a major 
player 


Milestone 3: 
a world 
leader 


Dominate a few country Be sought out by 
regional markets or governments, banks 

investment project and partners for 

"types’ serious consideration 

on all major projects 
in the sector 


Google^(X)k40wal4>acl <Q@j»q version profit 

integrate capabilities winning and revenue from 


integrate capabilities winning 

Buy full versioEStOHSE ma> flSwDKS iter 


development process 
for focus on winning 
internationally (and < 

for internal consistency) 
Modify behaviour, 
build teams to support 
strategy < 

Expertly launch initial 
projects 


Number of 

International 

Protects 

Time frame 
years 


1-2 

Successfully launched 

0-2 


success 
of initial projects 
Begin to build scale « 
(logistical, HR, 
technical, reputation, 
capital) 

Test and implement 
global leadership 
model < 

Leam from mistakes/ 
successes and refine 
processes/organization 
Establish major new 
business units 
Form enduring 
partnerships 


3-10 10+ 

Successfully completed Successfully completed 


international business 
- become 'the 
international XYZ 
company' 

Achieve scale in all 
key capabilities 
through interna) 
development, 
alliances, and 
acquisitions 
Institutionalize a 
learning process to 
guarantee continuing 
evolution 


3-5 


5-10 


Figure 23 Globalization milestones 
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of British and Spanish PhD-qualified physicists working alongside one 
another, at an installation in Madrid, engaged on research into solar pan¬ 
els for electricity generation. The Spaniards were paid 6m pesetas per 
month, whereas the expatriates, while receiving the same salary of 6m 
pesetas, in addition received a ten per cent cost of living allowance, 
together with housing provided free of charge in one of the most up¬ 
market areas of Madrid, close to the plant, and also close to the interna¬ 
tional schools. So, the British PhDs being deployed on an expatriate basis 
in Madrid were receiving, all told, 2 Vt times as much as their local col¬ 
leagues for exactly the same job and contribution. In addition, company 
cars were provided to the Brits ‘because they were expatriates’, but not to 
the locals. Inevitably, relations were not harmonious. 

More imaginative companies now are finding ways to negotiate with 
individuals being expatriated to accept they must forego certain ‘on the 
ground benefits’ during the course of the assignment, on the basis that 
they will be rewarded financially and in other ways on termination of the 
assignment, when they are no longer visibly part of a ‘ghetto’ community. 

Regional skills — premium rates 

Googl tvha<©i(utGl£)Vyj3 |»0l3<£lidiBit5! f3rl 4mpk^yTpgiJl4iVtdkials who 

r are identified as part of a corporation’s international cadre from within a 

Buy f U fta¥©fS+©fi 4© they are likely 

to remain for most or all of their career? Given the intensive competition 
for scarce skills in a variety of environments - the ‘tiger’ economies of 
South East Asia are a particularly fine example - the price that organiza¬ 
tions have to pay has increased exponentially over the last decade. I have 
found, in these cases, that imagination and flexibility have been an essen¬ 
tial ingredient. 

There was a situation I experienced, where a high level search had been 
launched to recruit a regional director to run a business development team 
covering the whole of the Far East sector. The search, which itself had not 
been without difficulties — finding individuals with the right combination of 
Asian values and links, with the western sense of urgency — had been an 
interesting challenge both for me and the search consultants in its own right. 
Eventually, however, we found the ideal candidate. This was an individual 
with an impressive background of working both in an Asian and western 
environment, for a leading multinational US corporation, operating out of 
Singapore. However, it looked as though the assignment might fail due to 
our difficulty in balancing the need to recruit an individual at the going mar¬ 
ket rate with the realities of a domestic business in rationalization mode, 
where internal relativities would be adversely affected. 


99 


Elements sous droits d'auteur 


Globalization - The Strategic Business Context 



Export 

International 

Transnational 

Global 

Business focus 

Domestic 

Domestic with 
some developed 
economies 

Multinational 

Globed 

Significance of 
world business 

Minimal 

Moderate 

Important 

Critical 

Global strategy 

Representation 
of product/ 
service 

Business 
development and 
the control/ 
transfer of 
technology 

Manage and 
expand global 
business efforts 

Borderless 
management 
and the 
leverage of 
internal 
capabilities 

Level of global 
competition 

None 

Some 

Increasing 

Significant 


Figure 2.2 Overseas business opportunities are transforming corporations 

into global identities 

Source: Nancy Adler, McGill University 




business 

< ■ ■ However* precedents have been set. It is easy, even for this new breed of 

»<* prs* * a * 

more commercially robust situation in which most organizations now find 
themselves. The objective will be to secure the right talent, on terms which 
are cost-effective and suited to the future business context. This will mean 
avoiding one-off deals, which could easily serve no purpose other than to 
demotivate the increasingly critical local national employee population, who 
compare themselves adversely with the over-expensive ‘expat’ in his ghetto. 


LOCALIZATION OF THE TALENT PORTFOLIO 

Equally, the emphasis is more and more on securing expertise — for 
business development and operations — which can only be found within 
the territories in question. In some instances, this is the result of 
regulation, limiting the number of work permits available to foreigners 
entering a country and its employment market. Even more significantly, 
local market opportunities frequently can be identified and opened up 
only by those with long-established networks in a particular region or 
country. And with the in-built cultural conditioning to win in competitive 
developing markets, sensitive to ‘how we do business here'. 
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Introduction - a 2 1 st Century Frame of Reference 


and be judged on - maximizing the returns against a quantified level of 
risk. 

The approach adopted needs to be flexible, but openly performance 
driven. It must be competitive in the international market place, if tal¬ 
ented people are to be attracted and secured with "world-wide capabili¬ 
ties’. The approach itself must evolve continuously in parallel with the 
evolving business strategy. It must strive to keep the strategy = execution 
= people equation in balance. 

The following questions need to be addressed in making use of this 
book as part of strategic thinking around the people dimension of busi¬ 
ness internationalization. Do the lessons learned and conclusions offered: 


□ Provide a framework against which, as a human resource professional 
or other business executive, you can frame the questions top manage¬ 
ment need to answer, in order that a tailored human resource strategy 
can be produced which matches your organization’s management style 
and culture, and medium to long-term business plans? 

Q Offer a basis on which to undertake focused research both with a cor¬ 
porate perspective and for specific regional and local environments to 
assist in developing, monitoring and refining people plans? 


Goog ° 

Buy f u IL te r rna rks 

/ Checklists like this will appear at the end of each chapter of the 


1 information and 
hich are matched 


book, in 


an attempt to draw out key issues; as an aide memoire to what you have 
read, on subsequent dips back into the book; and as a basis for question¬ 
ing the way in which you may apply some of the principles and lessons 
illustrated in your own business setting. 
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Globalization - The People Dimension 

2. Individual motivation level 

What are the individual's true aspirations; how can they be met? What 
is the benefit to the organization? 

3. Balance between open/closed behaviour 

Independent, good judgement; recognition of host business unit cul¬ 
ture and expectations. 

4. Ability to listen, analyse, persuade, motivate and direct. 

Total, persistent, communication; consensus normally the ideal 
(dependent on business unit culture) but confidence to provide direc¬ 
tion. 

5. Constant, yet responsive style 

Even temperament; provides recognizable, consistent role model in 
adverse, or favourable, circumstances; recognizes and responds to sig¬ 
nificant changes, yet rides minor deviations. 

6. Creating teams; being player and leader 

Sensitive, balanced behaviour; confidence to allow experts to lead ; abil¬ 
ity to contribute factual as well as managerial skills, sustaining team 
aims above those of individual. 

7. Self confident and decisive 

Google indc ' 

Buy full 

9. Being in control 

Establishing credibility; providing an effective influence. 

Development centres, run by a cross-section of senior line managers with 
specialist HR support, tested individual potential against the foregoing 
criteria. A battery of assessments were created and deployed, drawing on 
assistance from a professional psychologist. 


DEVELOPING INTERNATIONAL EXECUTIVES 

The outcome of each development centre was the preparation, for each 
individual who wished to proceed, of a personalized international develop¬ 
ment plan. The plan was supported by the individual, his or her line man¬ 
agement, and those responsible for international business development 
and operations. It meant that, well before any decisions were taken 
regarding any particular international assignment, individuals were hon¬ 
ing their strengths, and addressing development needs which had been 
identified in this systematic way. It also provided an excellent opportunity 

56 


Elements sous droits d'auteur 












Capabilities Development for International Business 


interesting employment abroad, children are uprooted, losing their friends 
and having to cope with new educational systems, etc. 

The following factors influence the extent of stress an individual expe¬ 
riences and these factors ought to be considered in selection situations: 

□ Personality factors: 

— general personality profile 

— stress vulnerability: predisposition to react strongly to difficult sit¬ 
uations (in an emotional sense) 

— internal versus external locus of control (ie, whether a person 
believes that events are influenced by him/her own behaviour or by 
powerful others or fate) 

— self-efficacy and mastery 

— motivation for expatriation 

□ Predominant coping styles 

□ Social support system (with the assumption that strong social support — 
of affective, instrumental and informative nature — can buffer potential 
stressors and thereby facilitate emotional well-being and adaptation). 


hollowing a senes o 



Taking account of the research findings, we recognized that, in order to 
capture these factors, a person- and situation-oriented assessment ought 

°r the 

workshops with experienced line 

aluated 

msiness development framework, to pinpoint the 
business ‘technical’ and business ‘behavioural’ capabilities that would 
assist in matching individuals to organizational needs. Once gathered, 
sifted and tested, these new capabilities became the basis for an ongoing 
programme of development centres, in which executives who had been 
nominated or had volunteered for international assignments could test 
their potential in a non threatening and systematic way. 

The results were to provide not only greater confidence on behalf of the 
organization that we could find round pegs to fit into round holes in our 
international operations. It also provided the individuals with an opportunity 
to deselect themselves from direct involvement with the international pro¬ 
gramme, without loss of face, if they recognized when faced with simulated 
reality that they would simply be uncomfortable in such an environment. 

The main areas of internationalist capability for development centre 
construction, can be summarized under nine headings as follows: 


1. An open approach to contrasting cultures 

Proof of interest through travel, or study, in other business or geographic 
cultures; recognition of different, or conflicting, moral standards; an 
enquiring, yet objectively analytical, intellect. 
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Figure 5.5 The'expat’approach 


In this way, the development of expatriate terms is better informed, is 
owned by line management as well as the individual being deployed, and 
is more of a partnership arrangement, rather than one party seeking 
exclusively to negotiate with HR, to get a better deal over the other. An 
example of the application of this approach, with associated notes of guid¬ 


ance, appears in Figure 5.6 
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ckages is provided in 
shows the balance between aspects such as salary and incentives which 
need to be centrally determined to ensure maximum group-wide mobil¬ 
ity of assignees, and aspects which properly fall to local management 
discretion. 


HUMAN RESOURCES IMPLICATIONS ASSOCIATED 
WITH EMPLOYING EXPATRIATES VIA A GLOBAL 
EMPLOYMENT COMPANY (GEC) 

In order to tackle the issues surrounding employment terms for a truly 
international cadre of expatriated professionals, some organizations are 
considering whether to form a Global Employment Company (GEC) 
which could become the legal employer of managers and professional 
staff during periods of international secondment. 

There are a number of implications associated with employing expatri¬ 
ates via a Global Employment Company (GEC). Key aspects are summa¬ 
rized below. 
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Figure 5.4 Excess cost versus excess value of using expatriates 

Among the new generation of globally mobile professionals (a ‘trainee exec¬ 
utive’ group), even in the latter territories a more ‘bare-bones’ approach is 
beginning to prevail. The NFTC study group concluded that a destination- 
based approach (‘x’ marks the spot), where expatriate rewards used the local 
assignment market context as a platform, was more appropriate. 

This new emphasis requires far more involvement of all the parties to the 

>rate and 
lore effi¬ 
cient system is called for, and more effective HR guidance to accompany it. 

motivation, an attractive total ‘deal’ is called for. The interpretation of 
‘reward’ is likely to be more imaginative, than in the past, however. A new 
generation of internationalists place weight on development opportuni¬ 
ties and early responsibility allocation as a feature of their assignments, as 
a constituent part of their overall contract. 

This totality of approach means too that, having determined explicit 
and implicit expatriation terms, individuals wish to be given greater flex¬ 
ibility to customize the organization’s investment in them, tailored to their 
own diverse needs and expectations. 

To complement this, I worked on the development of an approach 
starting with the rate for the job and then delivering additional compo¬ 
nents flexibly and cost-effectively, as illustrated in Figure 5.5. This repre¬ 
sents a flexible ‘pot’ available to an expatriate, capturing the overall 
investment available for financing their deployment, signed on to by the 
relevant line manager, with particular reference to the comparisons 
between what an expatriate would cost and a similar local employee 
(assuming one was available). The line formally accepts accountability for 
delivering the excess value from the assignment in return for the excess 
cost to the company involved. 
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Globalization - The Rewards 


a variety of countries close to their country of origin, but within a regional 
geographical setting. These intra-regionally mobile executives are indi¬ 
viduals who either do not aspire to or are not appropriate for membership 
of a truly global executive cadre. However, they increasingly have skills 
which businesses find appropriate to deploy across their regional opera¬ 
tions, and individuals are prepared to comply with this for career devel¬ 
opment reasons. 

There is a “war for talent’ going on all around the world, according to 
strategy consultants McKinsey, inflating the cost of employing the most 
able executives and professionals. However, detailed trends vary, so that 
William M. Mercer, in the consultants’ 1999 Global Compensation 
Planning Report, comment that, reflecting the strength of the US and 
Canadian economies, the reward emphasis is on a more holistic 
employer-employee relationship, reflected in work-life balance initiatives 
and attempts to cement an ‘employee owner’ mindset. This contrasts with 
the position in the Far East, where organizational downsizing and restruc¬ 
turing has taken high priority, to reduce costs significantly, following the 
market downturn. Mercer report that the region ‘has grown very inter¬ 
ested in Western (more performance-oriented) pay techniques’. 


■ Nevertheless, management and professional skills remain difficult to 
G00gl&eQ©^Kta(a!®WBiOfi tfllJ tO@TO6feV©KSh®(>he signs 
r that economic recovery may be underway. . , 

Buy full Refgtog 

among Eastern European states and economic and monetary union 
between the majority of EU countries dominates the scene. The challenge 
is to develop human resource management policies to meet the goal of 
enhanced global competitiveness and to be less internally focused. This 
impacts businesses’ reward agenda in terms of a requirement for increased 
flexibility combined with a greater performance alignment. In a survey con¬ 
ducted by Organisation Resource Counselors, Inc., fewer that half the 
respondents indicated that they were addressing the impact of the euro on 
expatriate pay, althogh a majority anticipated an increase in cross-border 
transfers and eventual Euro-pay convergence. These findings accord with 
an earlier survey conducted by another international consultancy. Towers 
Perrin, who interviewed personnel directors at 50 multinational companies 
which are major players in Europe. The parent countries for these organi¬ 
zations were spread between the UK, the US, Japan, and continental 
European countries. The topic for consideration was the impact on human 
resource and reward practices of the coming introduction of the single 
European currency. Writing in People Management magazine, Don 
Cuthbert (1997), reveals that the vast majority had no plans to prepare for 
a single currency. When forced to think about the issue, the personnel 
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tional operations itself. Not only does the human resource professional, in 
support of line management, have to learn to manage this diversity and 
complexity of practice and expectations, there is a great deal of ambiguity 
to be managed in addition. Organizations are finding it essential to intro¬ 
duce a sense of balance between standardization of corporate practice — 
in order to communicate strategic business priorities to employees wher¬ 
ever they may be located, and to provide a sense of ‘corporate glue’ — 
while at the same time being responsive to the need for differentiation in 
terms of local culture, values, and market practice. 

Moreover, there is an increasing move in a number of parts of the 
world to a geocentric approach, where regional trends and practices, 
accompanying the mobility of international executives and professionals, 
not only globally but intra-regionally need to be considered and accom¬ 
modated. Such issues demand an analytical approach, patience to collect 
and analyse the relevant information to inform strategic options, and then 
the sensitivity to manage what may be potentially conflicting corporate 
and local reward policy requirements. 

Figure 5.9, published in the Journal of the American Compensation 
Association (Autumn, 1992), seems to me very effectively to summarize 

reflect the growing number of globally mobile senior executives: moves 
towanfc, increased simplicity. and cost and tax effectiveness ot c xpatriate 
reward management; and the increasing importance of talented ‘local 
nationals', who will make a difference between winning or not within a 
specific market place. Finally, it includes reference to the new breed of 
entry level employees who will develop global skills and experience before 
career and family constraints limit their mobility. 

Organizations are recognizing the imperative of more effectively inte¬ 
grating their expatriate and local national remuneration. A look at the 
future suggests the emergence of truly international total remuneration. 
The smart organizations are already headed there, for business advan¬ 
tage. These trends suggest an increasing demand on the human resources 
function and the professionals of which it is comprised. For those capable 
of rising to the challenge, there is a tremendous opportunity to position 
themselves at the heart of internationalizing business strategy develop¬ 
ment and application. 

The following questions need to be addressed in planning an interna¬ 
tional total remuneration strategy. Do the proposed policies and processes: 

□ reinforce and focus energies on the achievement of business organiza¬ 
tion purpose? 
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In the end, the way round it was to treat this individual as though he 
was an expatriate living in his own country(!>. We found a way to set a 
salary and incentive regime which would reflect the going-rate for the job 
applicable across the organization. However, we were able to find other 
ways in which to provide additional finances — as a halfway house mea¬ 
sure, as we began to develop the organization’s corporate reward arrange¬ 
ments, to bring them into line with the aspirations of this new 
internationalizing business — such that the individual was suitably moti¬ 
vated to sign his contract, while ensuring that the organization’s corporate 
needs were not unduly compromised. 

I experienced a similar challenge in the course of integrating a top 
management team in the North American market. This was a group who 
had been acquired with the business which we had acquired at the same 
time. Their reward arrangements were to say the least extremely generous 
and imaginative. However, they were grounded in what had been a very 
successful start-up business operation. 

The organization had been formed as a subsidiary to a business where 
this activity was something of a side-line. However, the organization was 
starved of cash at that time, and limited investment funds were available. 
However, the business team had managed to deploy themselves in a way 
GOOQl & c @ 4?*« <5 WFh € additional new business and njesw revenues 

for the parent corporation. In addition they had grown a business to the 
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mium to an interested and willing buyer. All of this meant revenues for 
the original parent organization which otherwise might not have been 
available. 

The individual executives had ensured that, by virtue of their reward 
arrangements, which had evidently been negotiated fairly early on in the 
organization’s life, they would have a stake in and hence access to a sig¬ 
nificant share of the new value which they had created. The challenge 
here was to convince a European parent board that, as part of their North 
American investment programme, they had to accept that the top team 
they had acquired might, at times, receive total reward levels above their 
own. This was the market context; and talent to grow the business had its 
price. A long-term talent-linked business investment perspective was 
needed. 

Continental rewards 

The increased mobility of labour, particularly across regions of the world, 
is giving rise to the notion of ‘continental’ pay and conditions. So, third 
country nationals are being deployed by international businesses between 
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for the organization better to get to know the executive concerned, both 
through information gathering and by opening a dialogue with the family. 
In this way recommendations for particular postings would be avoided 
which, based on the evidence, would clearly not produce the kind of 
results any of the parties to this ‘new contract’ would be satisfied with. We 
were, therefore, developing human capital for business success. 

This process works best when it is part of a wider capabilities develop¬ 
ment programme for international business. From my experience, this is 
a process whereby corporate memory can be built and transferred across 
the executive population via a variety of formal and informal means. It 
also allows a programme covering both internal and external inputs. In 
order to maintain ownership of the programme right across the interna¬ 
tionalizing business, I have found it helpful to identify a series of 
Champions , experts or functional leaders in their field, each of whom 
takes responsibility for a particular element of the programme. Its appli¬ 
cation can range between informal exchanges to pass on experience and 
learning points — eg working lunches with individuals who have just com¬ 
pleted successful international ventures - to more formal sessions. 

In the latter case, individuals can gain both know-how critical to the 
• advancement of capabilities giving the organization a competitive edge in 

.factors) and specific skill sets, deployed as modules relevant .to the over- 




imunica- 


tions skills), all set within the context of intercultural understanding. 

The identification of a group of Champions gives momentum to such a 
programme. It also provides a network within which feedback on the pro¬ 
gramme, its strengths and weaknesses can be shared, in order to 
strengthen and improve the ongoing conduct of the programme, in all its 
constituent parts, over time. 

The Champions, properly co-ordinated, become a capabilities develop¬ 
ment fraternity, collectively transferring know-how and experience - hon¬ 
ing their own expertise in the process - and providing the life-blood of a 
continuously learning organization. 


Developing global general managers 

One international hotels group has developed a sophisticated, powerful 
and. at the same time, highly cost effective means of developing its tal¬ 
ent to fill general manager positions for the medium to long term future. 

The group have recognized that the changing nature of the hotel busi¬ 
ness requires a different category of individual to fill hotel general man¬ 
ager positions now and in the competitive global markets of the future. 
They have recognized that the old style hotelier, whose interest is ‘in 
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set very firmly in the domestic circumstances as well as the business case 
circumstances which will apply, is a fundamental part of developing 
reward management arrangements for individuals operating internation¬ 
ally. I must say that, in recent times, it has been far more straightforward 
securing the full involvement of line management in the process, as they 
have come more fully to understand the need to keep costs carefully 
under control. In the days before intensive international business compe¬ 
tition and the rather careless way sometimes in which expatriates were 
identified and deployed, money often appeared to be no object. 
Nowadays, the need to show value-added deployment engages the atten¬ 
tion of the line manager responsible for managing project costs, and keep¬ 
ing the customer happy, overall. 


THE EXPAT APPROACH 


Future-effective expatriate reward management needs to balance a num¬ 
ber of factors, encompassing strategic business goals and employee aspi¬ 
rations. There are five key components to successful expatriate 



>f origin, 

>mpared witn the alternative oT engaging locaTfalent! The expense of 
expatriates is acceptable in the short term since, for a while, they can cre¬ 
ate greater value than a local can. This issue is illustrated in Figure 5.4. 

Organizations are increasingly moving away from an approach to expatri¬ 
ate rewards based on ‘topping up’ home-based compensation without any 
reference to local market conditions. This is especially pronounced in ‘devel¬ 
oped’ countries; in ‘developing’ countries expatriates at middle and senior 
executive levels still tend to expect some compensation for ‘hardship’. 


E 

Excess cost/excess value 

X 

‘X’ marks the spot 

P 

Participative process 

A 

Attractive deal 

T 

Totality of approach 


Figure 53 The five key components to successful expatriate management 
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place. However, its top management had realized equally that, in order to 
create, develop and close the business opportunities to leverage those 
core capabilities, an additional type of talent was needed. There were a 
variety of approaches that could be adopted. We looked at a number of 
them, and acted on them. First, it was a case of going out and buying cer¬ 
tain business assets; with them would come the local talent capable of 
developing the business on behalf of the new parent organization even 
further. 

Second, the opportunity to partner with organizations in different parts 
of the world where new business opportunities existed, using their local 
know-how and contacts to develop business opportunities, coupled with 
our detailed technical contribution - including financing capability - for 
commercial advantage in alliances and joint venture situations. 

Third, we actually went out to the market place to buy in talent needed 
in the short term to ‘kick-start’ the overall process. Quite clearly there was 
a price to be paid to secure such individuals with ‘ready to run’ skill sets. 
To complete this strategy we also looked to identify global capabilities 
and potential among the existing employee population, and to enhance 
these as part of a longer term capabilities development programme (see 
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arrangement which could meet the requirements to pay the going rate to 
f U R u A/^ e » , ’0 r tv > neflecc v^tf^©^@,e\^0-| doing. It also meant cre¬ 
ating the headroom within existing arrangements in order to compensate 
effectively those individuals that we had invested heavily in developing, 
who with that new know-how would become targets for other organiza¬ 
tions, and who, we needed to ensure therefore had the motivation and 
incentive to remain with us, in order to provide the required return on the 
investment we had made in their development. However, with an existing, 
indigenous workforce in a situation where rationalization and downsizing 
were the order of the day, there was a real issue at corporate level about 
the need not to compromise internal relativities. 

Therefore, we decided to take a generic look at our particular market 
place, to provide a rationale for introducing changes to the compensation 
structure for individuals who formed a part of that international cadre, 
who would not have commitments as to where their next assignment 
might be; who would be compared with the relevant international cadre 
in the external market place; and whose terms could be aspired to by 
indigenous employees when they had achieved the required technical and 
behavioural attributes to be able to perform in a similar way. We identi¬ 
fied an appropriate market place, and surveyed organization structures, 
and the question of balancing internal and external market equity issues 
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EXPECT FRUSTRATION - BUT SEE IT THROUGH 


In my experience, particularly where one is working in countries which are 
developing, it can be extremely difficult to acquire systematically all of the 
information which is necessary for a comprehensive HR due-diligence 
process. In one exercise which I was involved in leading in Southern 
Europe, where we were acquiring a business from a state-owned corpora¬ 
tion, it took many months of constant badgering of the relevant officials — 
moving from department to department — to ascertain all the factors 
which would have a major impact on the value, long term, of employing 
staff and the associated costs of that activity within the operation to be 
acquired. Failure to ascertain the relevant information can lead to major 
cost issues later on. In one case, an issue regarding the long term pension 
fund and associated healthcare benefits had not been fully clarified, based 
upon available information. Deals were done with the local staff to com¬ 
pensate them for buying-out traditional ‘custom and practice’ with regard 
to employment benefits, only to find a number of months later that there 
were other ‘hidden’ benefits which had never become clear in the course 
of the due-diligence process. 

lals who 
jrritory, 

know who to ask and how best to ask in a way to,elicit a positive response; 

up .he eceived 

to the relevant questions. In order though, to have the confidence that 
this process will be vigorously conducted, it is useful to have data collec¬ 
tion instruments in the form of comprehensive checklists such as that 
given above, customized to the specific requirement of the organization, 
the country and the project in question. 



CASE STUDY EXAMPLE - HR FORAY INTO PAKISTAN 

At this point I believe it will be useful to provide a case study in the form 
of a ‘travel-log’, based on my own experience a few years go. in relation 
to one particular international development project in an emerging mar¬ 
ket. The market was Pakistan. The object of my visit was to ensure that 
my client company would fully understand the commercial, cultural and 
people background for engaging and developing our staff for a major 
greenfield infrastructure investment project. I also wanted to be sure 
that I fully appreciated the local circumstances into which the expatriate 
senior management team would be deployed. My due diligence report 
begins with initial impressions on arriving in Karachi - the commercial 
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placed to provide the support to project and team leaders in the valu¬ 
ations, development, due-diligence work, and implementation of their 
projects. 

□ Provide focused training and business awareness, to ensure financial 
and commercial success from implementation. 

□ Provide suitable capabilities development modules to add with corpo¬ 
rate training programmes (see Chapter 4). 

The tables on the following pages attempt to set out the core HR levers 
and principles for developing capability in relation to the management of 
international investments. 


HR DUE DILIGENCE FACTORS 

In working with business development teams expanding internationally, 
HR professionals need to add value to the process of interpreting busi¬ 
ness opportunities. One of the ways in which this can be done is through 
collaboration with commercial and finance colleagues in the due diligence 
process. This needs to apply whether the project is an acquisition of an 

Googl nf^verstorr in ,he 
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derived from a project, whether or not it fits the organization’s strategic 
business objectives, and also to determine the basis of an investment value 
for negotiation purposes are highlighted. In this way, the HR professional 
can add value to the process of interpreting and developing business 
opportunities, as well as ensuring an effective approach to negotiation 
and project close. 

Table 6.10 (starting on page 138) is intended to enable HR due dili¬ 
gence to occur on a vigorous and systematic basis. The object is for the 
project development team to examine each of the factors identified, seek 
answers to the questions that follow, and then explore in the context of 
legal or statutory requirements of likely contractual outcomes, which 
should feature in achieving a successful negotiation and commercial 
project close. 
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as experienced elsewhere. We also looked for examples of best practice; 
programmes which had been most successful in motivating employees, 
and those which had been best received by employees in return for their 
flexibility and mobility on an international front, in an environment of 
increasing competitive challenge and the pressures that that brought to 
bear on individuals’ business and domestic lives. 

Having gathered and evaluated this intelligence, we then developed pro¬ 
posals which the company’s corporate management could sign on to, in the 
context of an implementation strategy which would be defensible in all cor¬ 
ners of the business. We made sure that what would be required of individ¬ 
uals to comply with the requirements to operate on an international 
contract was fully communicated in a transparent form. We ensured there 
was a heavy emphasis on incentive arrangements, linking rewards to indi¬ 
vidual and collective performance, which could be measured and seen by 
the rest of the business in terms of the new business which was flowing in, 
as a result of the internationalists’ efforts, creating positive opportunities 
for the business as a whole over the medium to longer term. 

We also made sure that individuals from within the existing business, 
developing in internationalist terms themselves, could be recognized and 
■ placed on differential terms once thev had qualified, not only in the sense 

>q I bfe pR§n^fS46»« bilit y a " d 

willingness jo enter uncertain career situations, validating the reason for 


willingness jo 
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context whereby in 


validating 
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ividuals who had expressed an interest in joining the 



international group were able almost to self-assess their capability to cope 
in that different environment, and hence to de-select themselves if they 
felt the new challenges were those which, at that particular stage in their 
working lives, they would not be able to deal with. In short, we created 
company-wide legitimacy for the ‘new deal’. 

In this way, there was a greater understanding between all employee 
groups as to the need for differential rewards, and exactly what the com¬ 
pany was gaining in return for rewarding at higher levels in the interna¬ 
tional group compared with those which were appropriate for those in a 
less flexible/dynamic environment in the home country. In their case, 
reward strategy was geared to the important need to face the challenges 
of a shrinking domestic market place. 


SUMMARY AND CHECKLIST 

Setting and managing rewards in an internationalizing business context 
matches, in terms of complexity, the very process of developing interna- 
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Issue 


Questions 


Legal or 

Statutory Contractual 
Position Position 


18. Short-term Are there any special provisions with 

Visits and regard to foreign workers in the host 

Business Trips country? 

o Ease of obtaining entry to the country 
(short-term entry visas) 

• Medical health insurance 

• Available facilities 

• Qualifications 

• Language 

What are the experiences of other 
multinationals? 


19. Long-term 
International 
Assignments 


Google ebook c 
Buy full version 


Are there any special provisions with 
regard to expatriates and long-term 
assignees in the host country? 

• Ease of obtaining visas 

• Attitudes towards expatriates 

• Acceptable numbers of expatriates 

• Medical health insurance 

• Available facilities for spouse and 


family 



version 
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nationals? 


20. Facilities Are there requirements for basic facilities 

on site (eg. Medical facilities for 
employees)? 

Are these only operative when minimum 
numbers of workers are employed? 


21. Allowances Are allowances or special customs in 

force in respect of matters such as: 

• Travel 

• Lunch 

• Alcohol consumption on site 

• Alcohol allowances provided by the 
company 


22. Letters of Are there special provisions for 

Appointment appointment? 

• Must these be by way of letter? 

• Are special contractual provisions 
required? 


continued overleaf 
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Table 6.8 Phase VU: Operation 

Issues to 
be Addressed 

Line Activity 

HR Activity 

Tools/ 

Information 

Maintenance of 
best practice 

Ensure that best 
practice standards 
are known and 
implemented 

Provide / ensure 
linkage to group 
HRM initiatives 
to maintain 
company's 
international 
standing 

HR Manual 

Best practice 
bulletins and 
updates 

HR Audits 

Development of 
the line team 

Role development, 
recruitment of new 
staff, induction and 
assessment and 
development of new 
staff 

Incorporate 
developmental 
activities / 
placements 

International 
Assignment policy 
Career 
Management 

Policy 


MANAGING STRATEGI C INT ERNATIONAL 

Google ebook downftRflfr’Befffo version 


Buy 



ig acqui- 
;nt terms. 

So often, once the deal is done and the commercial people have flown 
home, existing management teams are left wondering how best to ensure 
the success of a new international venture. That venture will be success¬ 
ful through the combination of the efforts, commitment and talents of 
the people involved. Those people will involve both the successful 
investor, as well as any local people who have been acquired as part of 
the venture. 

It is of great benefit to internationalizing businesses to stop and think 
seriously and systematically about the way in which they will enable all 
those concerned with managing business unit investments to meet their 
strategic goals. 

In my experience, it is useful to undertake this series of steps: 


□ Establish guidelines on the company’s strategic objectives in asset 
development and acquisition, which will assist at the time targets are 
identified. 

□ Review core capabilities to ensure the organization is well organized to 
handle turnaround situations. 

□ Identify people across the parent organization, who will be those best 
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Table 6.10 (continued) 




Legal or 

Statutory Contractual 

Issue 

Questions 

Position Position 

23. Termination 

How is employment terminated? 

• Are trial periods possible? 

• Is unfair dismissal in force, and if so. 



what are the penalties? 



24. Qualifications Are minimum qualifications or training 
and Training in force for certain posts? 

• Can individuals be trained to the 
required standards? 

• Is there an obligation to train? 

• Are local training facilities available? 


2S. Training (levies) What local constraints, pressures or 

opportunities exist? 


26. Manning Levels • What are the local expectations and 

accepted standards? 

i l ■ | • What action needs to be taken in the . 

Googl e ebook version 

Buy full 7 Version t twmermt&r marks 

• What are the potential implications for 
profitability and performance? 


28. Patronage • What opportunities and constraints 

must be addressed? 


29. Multinational • Are employees experienced in the 
Experiences ways and methods of international 

organizations? 

• What local experiences (good and 
bad) may be relevant? 

• What are the risks in retaining key 
staff? How buoyant is the local labour 
market? 


30. Future Are there any future legislative or other 

planned changes in the pipeline which 
might affect decision making in any HRM 
matters? 
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□ Main trading partners □ Cultural factors in 

communication 

— Communication patterns and 
use of language 
— Listening habits 
— Behaviour at meetings and 
negotiations 
— Body language 

Other 

□ Manners and taboos 

□ How to empathize with them 

So what are the issues or rules which it pays to take into 
account when establishing performance measures, processes, 
and assessments on an international basis? 

Here are ten prompts for success in managing performance in an inter- 

Google n ^b©Ok b, crownload Demo version 

r ill. Focus on results, and outputs, rather than inputs and process measures. 

full 

tors, but are a means to an end, not ends in themselves. Organizations 
report that they seem to make progress in measurement when they 
move away from the traditional emphasis on inputs and efficiency, 
focusing instead on outputs and, even better outcomes, results and 
effectiveness. 

2. Make sure that measures applied to individuals and projects are linked to 
long term corporate goals. 

If an individual's performance assessment (and reward package) is 
affected by reaching key targets, it is essential that these targets reflect 
the company’s best interests. Sometimes the measures of performance 
applied to individuals can clash with measures of corporate success or 
encourage short-term thinking. We have all heard stories of short 
term decisions which only come to light after the project manager has 
left. A recent example quoted by a global oil company related to one 
refinery where the refinery manager discovered that in the mid-1970s 
a project manager had sanctioned a stainless steel pipe to be painted 
with zinc: ‘This should never have been done; eventually the zinc mol¬ 
ecules permeate the steel and it breaks like china. This will cost us £3 
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The HR Professional - an Holistic Navigator 


focus the attention of the individuals, to go ahead and make money for 
the business, but in a way which was about managing a business to remain 
with the existing shareholder over the long-term, rather than be parcelled 
up for selling off. 

After many manoeuvrings and debates, we came up with a plan which 
first re-assessed the basis on which salaries had been set. Given that the 
existing parent had been cash starved, they were reluctant to set (fixed- 
cost) salaries at the levels of which the local markets suggested were 
appropriate. This was made good, in the sense that the potential gains in 
the variable element over the medium to long-term were above the mar¬ 
ket norms. We were moving towards a more stable regime; indeed the 
market was getting tougher, and some of the gains from riding the switch- 
back were unlikely to be available over the immediate future. 

In order, therefore, to hang on to and motivate the talent which had 
been bought at a significant premium, as part of the acquisition deal, we 
introduced truly market related salaries; and a short-term bonus plan, 
which was about ensuring that the individuals kept an eye on and achieved 
material gain from managing the business which existed at present. 

In addition, then, we introduced what was known as the Project 
Incentive Plan. This moved away slightly from the notion simply of pro- 

was somewhat sceptical |c£$ttch Schemes 
which took a ‘flyer’ on what the future might hold. They also have a ten- 
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culations; such as the value of internal cost of capital! We therefore came 
down on a plan which actually provided the executive team with the 
opportunity to share a proportion of the total investment to get a project 
launched. In some ways this was risky — there was an incentive to make the 
maximum spend - but we felt that within our overall financial accounting 
strategy we had controls, underpinned by the short term incentive bonus 
plan, to ensure fiscal prudence. The plan was set up on a cycle, whereby 
an assessment would be made once every six months of the progress which 
had been achieved. Pay-outs would then be made; meeting Hank’s ‘imme¬ 
diate gratification' stipulation. 

To complement the overall regime, we then had, what we termed the 
Long-Term Value Appreciation plan. This was very much the brain-child of 
the existing CEO, Hank. Unfortunately, it had a turbulent passage; not 
helped when it was decided that Hank was not compatible in terms of phi¬ 
losophy and orientation towards the new business, to remain with the 
organization over the long-term. The replacement CEO had rather dif¬ 
ferent views. However, in concept, it was an innovative approach and 
worth sharing here. 

Hank, talked a really good game about an entrepreneurial spirit which 
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place will adversely affect all stages of the investment management 
process and may delay the implementation of plans to unlock the added 
value. What lessons emerge from a succession of projects which can offer 
commercial longer term advantage? 

Acquisitions in unfamiliar territory 

A specific assessment should be made at the outset of the risks, political 
or otherwise, of investing in the particular country or countries con¬ 
cerned, taking into account the views of the relevant region. 

The ‘culture’ of a foreign country needs to be taken into account in 
pre-investment planning. The importance of personal contacts in doing 
business must be stressed, especially where intentions agreed by word of 
mouth carry greater weight than written agreements. Peculiarities of the 
local ‘system' should be uncovered and allowed for; eg, delays in 
approvals, especially for foreign-supplied materials, payments to individ¬ 
uals, and so on. 


Overseas business developments increasingly critically depend on the use 
of local expertise. The role of the overseas associate support group, the 
degree to which the business headquarters agrees to delegate responsibility 



venture and the Corporate Centre? 


For an overseas acquisition good communication channels between the 
business and the local venture are essential to supplement good leader¬ 
ship and clearly delegated roles for team members. A genuinely interna¬ 
tional approach can evolve with both groups’ expertise being brought to 
bear on the process. 

When a business considers an overseas acquisition which is outside the 
main activity of the local associated company, the local venture’s chief 
executive should be kept fully informed, particularly concerning plans for 
integration and control after take-over. 

Management review? 

A management appraisal is an essential part of the valuation of the invest¬ 
ment target, in an acquisition, in order to probe the aspirations, attitudes 
and inter-relationships of the management team, together with abilities, 
reporting relationships, responsibilities and levels of authority of subordi¬ 
nate managers. This is particularly critical when acquisition of manage¬ 
ment skills is an important element in justifying the purchase. The risk 
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presume in Britain, for example, we can talk about two years. With all jobs, 
I would say, which are down from second level; middle management; super¬ 
visor level; foreman level; and worker’s level the traditional thinking in 
Germany is that you stay, if you can, for a lifetime with one employer.’ 

That obviously links into investing in their education; into investing in 
their training; into the social liability of the employer in terms of paying 
monies into saving accounts; into insurance; into company pension funds; 
into the Social Pension Fund which is centrally located in Berlin and is 
responsible for the pensions of all employees in Germany. 

Again this highlights why the demand for a salary and benefits package 
is fairly high by new recruits and that people want to have a reward, in 
terms of a financial reward, when they are aged 26 to 28, because they 
immediately start a family, want to build (as opposed to buy) their houses 
and stay in the area they have chosen to stay in. 

‘Employers even have to pay into employees’ savings accounts. This is a 
specific case which was introduced in the middle to late 1970s. There is a law 
which says when an employee is prepared to pay a regular amount of money 
into a savings account especially, for example, for building or buying houses 
and so on, that under specific regulations the employer has to put an addi¬ 
tional 35 per cent of this overall sum into the pot. This only applies, as I said, 
if |he employee wants to save that money from @4 as the 

employee decides to do that on a yearly basis, obviously paid in on a monthly 

Jionally to 

ie 624 Dmark law*’, and as tfie name says the 
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salary. This law is < 


employee can decide whether they want to put in 624 Dmark per year or 
they can double that rate to 1248 Dmark, or they can treble that rate. Mainly 
it is a question of just putting the original sum in or doubling it. Whatever 
they decide the employer has to put in the 35 per cent.’ 

The objective is a political one. To guarantee, in the long term, the 
wealth of the whole population and to ensure that that of the national 
economy is rising. Obviously nearly every employee does it because it is 
combined with tax relief, and therefore, it forces the employer to do the 
same and to support this initiative. Prospective employers, therefore, 
need to orient their thinking into line with this ethos, while accommo¬ 
dating corporate aspirations, as part of German investment strategy. 


HIERARCHY AND BUREAUCRACY ARE A WAY OF LIFE 

FOR THE CAULS 

Surprisingly little has been written about the distinctive management style 
of French business. This is despite the growing influence of French 
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within the company and among its customers on issues such as marketing 
policies and quality control. 

It is more difficult to make a reliable assessment of the future perfor¬ 
mance of an assortment of companies which have not traded as an entity. 
Plans should also recognize the potential difficulties of integrating a num¬ 
ber of previously separate organizations. 

The difficulties involved in turning round an ailing company should 
never be underestimated. Details of what needs to be done will usually be 
difficult to assess before take-over. The risk that the desired outcome 
could take several years to achieve and involve significant management 
resources and capital expenditure must be taken into account in the valu¬ 
ation process before deciding to negotiate such an acquisition. The extent 
of change to be imposed on the acquired business will affect the timing of 
implementation. 

Staff may be attuned to a flexible ‘customized’ style of operation. They 
may, therefore, be slow to react to an acquirer’s requirements for a busi¬ 
ness based on a limited range of high quality products capable of chal¬ 
lenging those of its major competitors. Questions need to be addressed 
regarding success and failure in ‘change’ interventions, offering valuable 
lessons for repeating and avoiding in future projects. 

Google ebook downloacf Demo version 

n i r One-man negotiations . . 

Buy f U ITy^lOAoSe refer 

back to higher authority should negotiations become tense, and no 
involvement from a supporting team. Post-project reviews should com¬ 
ment on instances where this seemed unavoidable, and introduce future 
checks and balances. 


Assimilation 

It is important to decide well in advance how the acquisition will be incor¬ 
porated into existing business, associate and corporate structures 

Despite economic shortcomings of an acquisition, the merger of various 
geographically diverse activities throughout a region with the acquirer’s 
existing operations can be thoroughly planned and well executed. It is bene¬ 
ficial to generate a broad vision of the acquired company’s future role shared 
with its management and involve them in developing detailed plans. 

Were early decisions reached on the method of incorporation 
into existing business and corporate structures? 

It must be recognized at the outset that successful achievement of the 
perceived benefits will depend on the effectiveness of the post-acquisition 
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debate, sometimes with histrionics when we had round-table meetings 
with Hank and his executives. Sometimes the emotional outbursts took 
me back to the heady days of industrial relations, dealing with labour 
union representatives here in the UK; although of course the stakes we’re 
talking about, for a relatively small number of people, were considerably 
higher in relative terms! But gradually — little by little — with shuttle diplo¬ 
macy across the Atlantic, we turned things around, and came up with a 
regime that was going to work for all sides. 

The scheme originally had been conceived around the notion of sus¬ 
tained shareholder value creation from the development of new business 
projects. The idea was to be able to invest dollars in projects that were 
going to deliver the highest returns. Of course, this is a natural business 
philosophy and desire. However, the scheme was tailored to the specific 
circumstances, taking a view of what projected net present value would be 
over the lifetime of a project; paying back over about 15 years. The exec¬ 
utive team were paid out of a pool, which represented a proportion of the 
NPV, simply calculated. 

To ensure that the executives’ commitment was more than simply: get 
the project to financial close and walk away, there was an element where 
(because plans rolled on year-on-year} there was a kind of |true-up’ mech¬ 
anism. designed to give comfort to the sponsoring organization . What this 
meant was that, when the project gofto first commercial operation, there 

pool was then adjusted either upwards or downwards, based upon 
whether or not the original projections were accurate. Clearly, there was 
an incentive to ensure that projections were about right. At the very least, 
conservative estimates were provided in order that the individual stood to 
gain more over the longer term, rather than to experience cut-back, by 
enhancing NPV above projected levels. So far so good. 

The problem was that, in addition to this short to medium-term 
scheme, there was a long-term incentive plan, which had the potential, 
and indeed in reality, paid out in millions of dollars overall. The arrange¬ 
ment had been that the team had had a parent which was cash starved, 
and in need of additional funds, over the fairly short term. The company 
had therefore been directed towards creating, at minimum cost, a vehicle 
which was capable of being sold off at a profit. 

The newly acquiring company had no such objective for the organiza¬ 
tion. Quite the contrary, it wanted to ensure that this was a new part of its 
globalizing entity; representing a real business development and operating 
vehicle in North America. Therefore, what we had to do, was to think 
about how both short and long-term incentive plans could continue to 
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‘The routes from signing ceremony to success in Central and Eastern 
Europe are no longer unmapped,’ Frank concludes. The critical leader¬ 
ship and people management issues are predictable, and the learning 
points are somewhat portable across industries and national borders. New 
players in the region can speed up their own transformation to world class 
performance by studying the route taken by the early investors. 


PEOPLE ARE OUR TREASURY 


Goo 

Buy 


Let’s take a specific country example to embellish Frank Sharp’s overall 
commentary about some of the issues facing the developing countries in 
Eastern Europe. 1 have recently been helping two quite distinct organiza¬ 
tions in Poland; the one a major state-owned utility; the other one of the 
Big Six accounting firms, struggling to establish its place in this important 
market. 

The state-owned utility has all the aspects of ‘smoke-stack’ industries, 
with their restrictive practices, union domination, and a lack of skill sets at 
all levels to manage in the dynamic and transforming economy. For this 
reason, the lop management have been brought back, in the main, from 

—• the communist yoke developed their education and built their business 

f U “ 

However, the issues here are not simply about transforming a particular 
business; they are about transforming an economy and its people. So there 
are major disconnects which currently exist between the main boards of 
directors of such enterprises — experienced and dynamic individuals - and 
the tiers below them (including many very senior managers) who are 
unused to operating in the new circumstances, but are having very quickly 
to adapt in order to satisfy the demands being placed on them. 

A main board member, with accountability for human resource strat¬ 
egy, in one of the largest state-owned utilities in Poland adopted an 
insightful approach when he described his attitude towards his workforce; 
‘people are our treasury’, he said. He instigated a series of actions which 
would help to transform the business in terms of its culture and to intro¬ 
duce know-how based upon the world’s best managerial practice. 

To a large extent the changes have been driven via the change in the 
organization. There has been a slowing up of the process of full privatiza¬ 
tion among some of these state utilities in Poland. Given the impediments 
to change — generally political and industrial relations driven — the 
approach has been to split the utility by hiving off various non-core parts. 
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